City of Long Beach Memorandum
Working Together to Serve

Date: July 20, 2017

To: %trick H. West, City [\/IanageTf/":/&M y é;
From: John Gross, Director of Financial Manageme%'
For: Mayor and Members of the City Council

Subject: Status Report on Long Beach Financial Policies

On March 14, 2017, the City Council requested the Department of Financial Management
to report on how the City of Long Beach puts its Financial Policies into practice, to review
any such policies that may require updates or revisions, and advise on how the Fiscal Year
2018 Budget outlook may impact the City’s long-term general financial plan.

The attached report is a review of the status of conformance to financial policies of the City
of Long Beach along with recommended changes the City Council may wish to consider
(Attachment A). The policies were last modified by the City Council on October 8, 2013.
When adopted in FY 14, it was noted that full compliance with policies would take time to
implement. The complete (non-condensed) financial policies are also included as
Attachment B.

City staff is ready to make a presentation on the Financial Policies at an upcoming Budget
Oversight Committee meeting. The City Manager's Proposed Budget, which will be
released by the Mayor on or before August 2™, will contain a three-year outlook along with
the factors impacting the City’s long-term general financial plan. Staff plans to submit any
revised policies to the full City Council for consideration as part of the FY 18 Budget
adoption.

If you have any questions, please contact Assistant Finance Director Lea Eriksen at (562)
570-6533.
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Attachment A
Status Report on Financial Policies
City of Long Beach, California

The following is a review of the status of conformance to financial policies of the City of Long Beach along with recommended changes
the City Council may wish to consider. The policies were last modified by City Council on 10/8/13. When adopted at the end of 2013, it
was noted that full compliance with policies would take time to implement.

POLICY (condensed Version) STATUS RECOMMENDED CHANGES
1. Structural Balance The City has consistently adopted a
The budget for the General Fund will be structurally | structurally balanced budget that did not
balanced. use one-time revenues for on-going costs.
2. Multi-Year Financial Projections The proposed budget includes a three

The proposed annual budget should include a three- | Year projection for the General Fund.
year General Fund projection.

3. Budget Process Is An Annual Cycle The City strives to make few major Unless otherwise specified by City
The annual budget process is used to develop changes to the budget after adoption other | Council, include that new
annual service priorities and the level and type of than technical changes and to recognize projects/programs introduced during the
resources to fund those services. expenditures for new grant and similar year inherently have lower priority than
funds that are received. Other changes current programs/projects since mid-cycle

Changes to the budget and to service levels during

the fiscal year will be minimized. have occurred in the past few years, but additions can impact the priority and

they should be minimized. ability to address other regularly
budgeted items and work assignments.
Potential projects/programs should be
evaluated to determine feasibility and
costs, so they can be considered as part
of budget development.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013) Page 1



Attachment A

POLICY (condensed Version)

STATUS

RECOMMENDED CHANGES

. User Fees To Be Set At The Cost Of Service

Fees will be set at a level to fully recover costs,
except where there is a greater public benefit
through use of a lower fee.

Fees are reviewed annually during the
budget process, with a semi-annual
adjustment and are generally set at
estimated cost of service, except where
City Council has approved exceptions.
Full cost of service studies have not been
done recently except on limited items, but
to do so would be a major effort and may
not yield much more revenue, even if
Council wanted to increase fees.
However, the actual amount of increase or
decrease is not known.

Include formal fee review process to
evaluate fees periodically, including
reviewing subvention rates.

. One-Time Resources Are For One-Time Uses

One-time resources will not be used to fund ongoing
operations and are to be used for one-time
purposes. Five percent of one-time revenues will be
set aside for unfunded liabilities.

One-time resources are used for one-time
purposes per the policy. Five percent of
General Fund funds available is set aside
for unfunded liabilities.

Clarify policy to apply five percent to
General Fund year-end funds available.

. Capital Projects Budgeted For Both One-Time

And Ongoing Costs

Before approving any capital expenditure, the City
Council will consider both the capital (one-time) and
operating (ongoing) components of costs.

Where known, the fiscal impact of capital
items includes estimates of normal
operating costs.

Include City Council proposed projects in
the policy and also include a review of
replacement costs and any prefunding for
city assets such as streets, facilities,
lights, cameras, technology, etc.

. Emergency And Operating Reserves Will Be

Maintained

o Emergency reserves of 8% (of operating
expenditures (including transfers) minimum and
10% target

e Operating reserves of 2% minimum and 7%
maximum
Overall reserves of 16.7% (two months)
CalPERS fluctuation reserve
Other reserves may be established

Reserves have been maintained at the
minimum levels or higher. As of end of FY
16:

e Emergency reserves at 10.6% and

$44 million

¢ Operating reserves at 2.5% and
$10.5 million

e Overall reserves at 23.3% and $97
million

incorporate Measure B “Rainy Day”
reserve, which was approved by voters
and may be used to pay for future City
operations and services that might
otherwise be reduced in scope,
suspended or eliminated due to
unanticipated shortfalls in general fund
revenues, whether caused by economic
recession or other financial hardship of
the City.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013)
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Attachment A

POLICY (condensed Version)

STATUS

RECOMMENDED CHANGES

8. Adequate Reserves For All Funds This is in process.
Financial Management will develop and recommend
reserve policies for each City fund which will be
adopted, as modified, by the City Council.

9. Revenue Projections Will Be Conservative Has been consistently followed, except for | Amend policy to be consistent with
Revenue projections are to be objectively prepared a proposed change incorporated into the approach used in the FY 18 budget:
using a reasonab|y conservative approach_ FY 18 proposed budget Revenue projections are to be prepared

using a “reasonably optimistic” approach.
This change makes more funding
structurally available for operations, but
there is less certainty of avoiding budget
issues during the year and at the end of
the year. There would also likely be less
one-time surplus available at the end of
any year.

10. Stable Revenue Sources Will Be Used To Fund An example of this practice was when oil
Operations was $100, but budgeted at $70 to account
Any revenue that has highly variable component for the variability and instability in oil
may have only a portion of it, or none of it, budgeted | Prices. This policy protected the City from
for operations. far more serious budget impacts from the
Oil revenue will be budgeted at a per barrel price oil price drops. Has been implemented for
- 9 per pri other revenue sources primarily through
likely to be lower than the average price, based on .

e SiNe policy #9.
historical variability.
11. Fiscal Impact Statements Required This policy is being followed and fiscal Clarify that fiscal impact also includes any

For proposed City Council actions, projected or
potential fiscal impact on current and future
revenues and expenditures and impact on the City
financial position shall be analyzed along with a
discussion of overall economic impacts.

impact statements are provided.

significant use of resources, including
staff time, not just hard costs.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013)
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Attachment A

POLICY (condensed Version)

STATUS

RECOMMENDED CHANGES

12.

Current Year Costs Will Be Funded Or An
Explanation Provided

The Budget will include funding for all costs of
operation for the current year or will discuss those
costs where full funding is not provided.

The City funds most annual costs in the
proposed budget. The only exceptions are
deferred maintenance (which almost no
government fully funds and the cost of
which is uncertain) and retiree heaith
costs. As required, the budgets since the
policy has been adopted have noted that
the budget does not fully fund the current
cost of retiree health care.

Include a specific review of unfunded
liabilities and other unfunded costs such
as deferred maintenance as part of
budget process.

13.

Financial Reporting Will Use Generally Accepted
Standards

The City will prepare annual financial statements in
accordance with Generally Accepted Accounting
Principles (GAAP), will use a consistent approach to
budgetary reporting.

The annual financial report will include a
reconciliation of budgetary funds available to the
GAAP fund balance or net position.

The City’s financial reports are in
accordance with GAAP and use a
relatively consistent approach to GAAP
and are generally reconciled to budgetary
position. This aspect is still in
development and has not yet been
finalized.

Include that the (accounting) basis on
which the budget is prepared should be
disclosed and discussed in the budget
document,

14,

Financial Status Will Be Reported
The City’s CAFR will be made available after
completion of the annual audit.

There will be periodic reporting on the budgetary
status of the City, particularly the General Fund and
other funds that have unusual or problematic status.

Reports are prepared in accordance with
policy.

15.

Financial Status Of Major Funds Will Be
Reviewed

The City Manager will annually present a brief report
discussing the high-level financial status of each
major fund. The report for each fund may be
incorporated as a component of each fund’s Fund
Summary in the Budget document.

The financial status is contained in the
budget document, in periodic performance
reports, and in the year-end report for
funds that have significant issues or are of
interest.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013)
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Attachment A

POLICY (condensed Version)

STATUS

RECOMMENDED CHANGES

16.

Appropriate Grants Will Be Sought

The City will seek grants that address City priorities
and are felt to provide a substantial net benefit in
excess of cost and risk of non-compliance.

The City shall maintain support to ensure
compliance with grant terms and requirements.

This policy is being followed.

17.

Debt Maintained At Appropriate Levels
Debt limits will be adopted by the City Council.

The term of debt will generally not exceed the life of
the asset being acquired, capital leases for vehicles
will be part of a comprehensive strategy, and debt
will not be used to fund operations.

This policy is being followed.

18.

Investments Will Be Conservatively Managed

Investments shall be managed with the priorities of:
safety of principal, liquidity (availability of cash), and
yield (investment income).

A separate policy on investments and investment
management will be adopted.

This policy is being followed.

19.

Long-Term General Financial Plan Will Be
Maintained

A plan will be adopted that outlines general
approaches to maintaining and increasing revenues,
growing the City’s economy for the purpose of
revenue generation, and controlling and managing
the cost of services and the method of delivery of
services.

The City does not have a formal long-term
financial plan, but staff does prepare a
formal three-year outlook and discusses
the issues and ramifications as part of the
annual budget process. This serves some
of the purposes of a long-range financial
plan.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013)
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Attachment A

POLICY (condensed Version)

STATUS

RECOMMENDED CHANGES

20. Financial Policies Will Be Reviewed

Financial policies will be reviewed every three years.

The City Manager will report annually on any non-
compliance.

This is the first formal review.

21. Administrative Procedures To Be Consistent
With Policy
Administrative procedures shall be consistent with
the adopted City Council budgetary and financial
policies.

Administrative procedures are consistent
with City Council financial policy

Fund Balance Policy (adopted 9/20/11)

This policy was adopted to meet GAAP
requirements. It describes how the City defines and
assigns fund balances.

Accounting practices are consistent with
this policy.

Incorporate into financial policies format
so there is only a single financial policy
document.

Status Report on Financial Policies (as last modified by City Council on October 8, 2013)
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Attachment B

BUDGETARY AND FINANCIAL POLICIES
CITY OF LONG BEACH

1. The Budget Will Be Structurally Balanced

Background — A budget is structurally balanced if it does not spend more on ongoing
services than it receives in ongoing revenues. A structurally balanced budget is a
necessary component of good financial management and financial discipline and will
help sustain the consistent delivery of services to residents. An unbalanced budget
(spending more than is received) undermines the City’s ability to deal with financial
problems. It may lead to reduced services in the future and inhibit the City’s ability to
take advantage of opportunities that will periodically occur.

Policy - The budget for the General Fund will be structurally balanced for the fiscal
year. A structurally unbalanced budget will include an explanation and describe the
expected approach and timeframe for achieving structural balance within the context
of official revenue and expenditure projections. It is not a violation of this policy to
have a planned use of funds available to fund one-time items, including capital,
equipment, land or transitional costs for operations (starting up or termination of a
service element). It is also not a violation of this policy to use funds previously set
aside to mitigate temporarily higher costs or lower revenues.

2. Multi-Year Financial Projections Will Be Incorporated Into The Budget Process

Background — The City's financial situation and projected future status are important
factors in the financial and economic decisions the City Council may make. To
support the City’s budgetary planning and financial decision-making process, the City
needs to analyze its financial situation and the key factors impacting its economic and
financial status.

Policy - At a minimum, the proposed annual budget should include a three-year
General Fund projection (the fiscal year plus two additional years). Major
assumptions should be identified. It is desirable that the budget should include similar
projections of key funds and potentially all funds.

3. The Budget Process Is Based On An Annual Cycle With Minimal Mid-Cycle
Adjustments

Background - The service plan for the City is based on an annual budget as required
by Charter and by good financial and operational practice. Budgeting on an annual
basis provides time to review all revenue sources, develop solutions to previously
identified problems, and to discuss and decide on policies and priorities. An annual

Financial Polices as Adopted by City Council on October 8, 2013






